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New IRS Depreciation Provisions
Revenue Procedure 62-21
By: Lois C. Mottonen, C.P.A.
Group Supervisor
Internal Revenue Service
Cheyenne, Wyoming

On July 12, 1962 a long-time and contro
versial friend of tax accountants and tax
payers passed into history. Our old friend,
“Bulletin F” was replaced by a new docu
ment entitled “Revenue Procedure 62-21.”
During the next few years Revenue Pro
cedure 62-21 will help taxpayers, accountants
and tax agents to answer the vexing question,
“What is a reasonable depreciation deduc
tion?” Taxpayers have frequently complained
that the Government has been too conserva
tive and unrealistic in its viewpoint on guide
lines of estimated useful lives of assets in de
termining depreciation deductions. Govern
ment agents, on the other hand, have claimed
that, in many instances, taxpayers deducted
unreasonable depreciation deductions and,
upon disposition of the assets on which these
deductions had been claimed, received un
warranted benefits because the sales of these
assets resulted in substantial capital gains.
Accountants, too, have been concerned be
cause there were no guidelines or assurances
that depreciation deductions they computed
on returns would be accepted as shown. These
widely diversified viewpoints have created
one of the most troublesome areas in tax
administration.
Because of technological changes in Ameri
can industry and other factors directly affect
ing the lives of depreciable assets, the Treasury
Department gave serious consideration to the
revision of Bulletin F. However, as the project
progressed it became clear that the revision
of estimated useful lives of individual assets
used in industry was not the most practical
way to solve problems in the depreciation
area. Some new means of measuring the
reasonableness of depreciation deductions was
needed.
The new Revenue Procedure introduces a
revolutionary concept of depreciation deduc
tions. It explains a new audit technique which
will be used by tax agents to gauge the reason
ableness of a taxpayer’s depreciation deduc
tions. Before proceeding to a discussion of the
specific provisions outlined in the new Revenue
Procedure, we should first note that it does
not change the existing rules, outstanding
arrangements, or established procedures con
cerning depreciation deductions. For example,
it does not change the following:

1. The rules concerning who is entitled to
claim a depreciation deduction.
2.
The definition of depreciable property.
3.
The computation of basis.
4.
The methods of computing depreciation.
5. The requirements for computing salvage
value.
6. The rules for computing depreciation on
intangible assets.
7. The definition of useful life, although it
liberalizes its application.
Further, the new document does not change
depreciation procedures for those who wish to
continue claiming depreciation deductions
under current rules and regulations. This means
that any taxpayer may justify his depreciation
claim by outlining facts and circumstances
which he believes support it.
At the same time that Revenue Procedure
62-21 became effective, Bulletin F became
obsolete. Bulletin F can no longer be used as
a guide by tax agents in examining tax returns.
However, Revenue Procedure 62-21 applies
only to tax returns due to be filed on or after
July 12, 1962. It does not apply to tax returns
on which extensions of time have previously
been granted.
The new Revenue Procedure places empha
sis upon a change in useful life guidelines.
The guidelines for computing depreciation
are no longer listed by individual assets but
are listed for classes of depreciable assets.
These are called guideline lives. For example,
the useful lives as listed in Bulletin F for
various types of office equipment ranged
from 5 to 50 years. The new Revenue Pro
cedure replaces this list of 46 categories with
one guideline class called “Office Furniture,
Fixtures, Machines and Equipment.” The
guideline life for the entire class is listed as
10 years. This means that if a taxpayer uses
the suggested guideline life all office equip
ment, including assets such as desks, files,
safes, typewriters, accounting, calculating and
data processing machines, communications,
duplicating and copying equipment, will have
a class life of 10 years.
The new Revenue Procedure is divided into
three parts:
1.
Part I—Guidelines for Depreciation
2.
Part II—Description of Procedures to be

followed in examining depreciation de
ductions, and
3. Part III—the Reserve Ratio Table and
the Adjustment Table for class lives and
instructions for their use.

PART I
Part I outlines the guideline lives which a
taxpayer may use under certain circumstances.
The guideline lives are divided into four
groups:
1. Group 1 lists depreciable assets used by
business in general. This group includes
such items as office equipment, trans
portation equipment, land improvements,
buildings, etc.
2. Group 2 describes class lives for non
manufacturing activities excluding trans
portation, communications and public
utilities. Activities such as agriculture,
fishing, mining, recreation and amuse
ment are typical of Group 2.
3. Group 3 covers manufacturing indus
tries. The aerospace industry, chemical
manufacturing, fabricating of metal
products, petroleum and natural gas
industries are examples of this group.
4. Group 4 includes transportation, com
munications and public utilities. Guide
line lives are described for air trans
portation, motor transportation, radio
and television broadcasting, railroads,
etc.
It is important to note that if a taxpayer
elects to use the guideline lives in Part I
of the new Revenue Procedure, the lives apply
to all assets he owns in the particular guide
line class. The taxpayer cannot carve out
specific assets to depreciate separately.
The new guideline lives apply to all de
preciable property of a taxpayer coming
within each particular guideline class. This in
cludes existing assets together with all subse
quent additions.
In reviewing the guideline lives, you will
note that the lives for machinery and equip
ment generally average 30 to 40 percent
shorter than those previously suggested for
use in Bulletin F. The guideline lives were
approved on the assumption that Congress
would pass legislation concerning the sale of
personalty. Pending legislation would tax as
ordinary income the gain on the sale of any
personal property used in business to the ex
tent of prior depreciation taken. In other
words, if a taxpayer had claimed excessive
depreciation on an asset used in business or
for the production of income, the gain would
be taxed as ordinary income upon enactment
of the new legislation. The Government has
proposed that this provision become effective

for the taxable years ended after December 31,
1962.
Conversely, you will note that the guideline
categories and estimated useful lives on real
property have not been changed substantially
from those shown in old Bulletin F. This
position was based principally on the belief
that the average lives for real property set
forth in Bulletin F are reasonable and no
changes or liberalization are necessary at this
time. Another consideration, of course, was the
fact that real property is not covered by the
proposed legislation which would eliminate
capital gains treatment or personal property
to the extent of prior depreciation allowances.
Therefore, no major adjustment was made to
the useful lives on real property.
The new guidelines contain 75 broad classes
of assets rather than a specifically detailed list
as shown in Bulletin F. Generally, a single
class life will cover all productive machinery
and equipment in an industry. A single in
dustry will probably require only three or four
guideline classes for all of its business assets.
A taxpayer is permitted to use the guide
line lives, or lives longer than the guideline
lives initially, as a matter of right, and with
out question for three years. The guidelines
will be accepted in the future unless there is
an indication that the taxpayer’s replacement
practices do not conform to the depreciation
claimed and are not even showing a trend in
that direction.
The guideline lives are not considered to
be minimums. If a taxpayer can show by
facts and circumstances that shorter lives are
warranted, he may use them.
Taxpayers are not required to initiate a
new bookkeeping or accounting system to
comply with the requirements. They may
merely identify their assets according to the
guideline classes. No actual rearrangement of
records is required.
PART II
Part II of the new Revenue Procedure ex
plains procedures to be followed in the audit
of depreciation deductions. In other words, it
outlines the audit technique to be followed
by the tax agent. In addition, the procedure
is designed to provide taxpayers with a greater
degree of certainty in determining the amount
of their depreciation deductions and to pro
vide greater uniformity in the audit of these
deductions by the Internal Revenue Service.
When depreciation claimed in an income
tax return is examined under this procedure,
the lives used by the taxpayer are compared
with the guidelines set forth in Part I of the
Revenue Procedure. The comparison of the
class lives with the guideline lives will be

facilitated if the taxpayer’s depreciation ac
counts correspond to the guideline classes.
Any taxpayer depreciating his assets in item
accounts or in multiple asset accounts which
do not correspond to the guideline classes may
regroup his assets for tax purposes into de
preciation accounts corresponding to the
guideline classes but he is not required to do
so. Even though the taxpayer does not re
group his assets in accounts corresponding to
the guideline classes, this Revenue Procedure
may be applied by regrouping the assets an
nually solely for the purpose of this Revenue
Procedure.
There are specific rules to be followed to
compare the guideline life or any guideline
class with the class life actually used. If the
taxpayer actually depreciates assets in a de
preciation account corresponding to a guide
line class, the class life is the same as the life
used by the taxpayer in computing the depre
ciation allowance. If the taxpayer depreciates
assets in accounts which do not correspond to
the guideline classes, the assets must first be
regrouped into the guideline classes. The class
life used by the taxpayer for each class must
be determined by computing the weighted
average of the lives used for the accounts
coming within the guideline class. The
weighted average is computed as follows:
Compute the straight line depreciation based
on the life used by the taxpayer with respect
to each item account or multiple asset ac
count coming within the guideline class. Di
vide the total depreciation so computed into
the total basis of all the assets to obtain the
class life. If salvage has been considered by
the taxpayer, the class life is determined by
dividing the straight line depreciation using
the useful lives and salvage values considered
by the taxpayer into the total basis of the
assets without reduction for salvage value.
Fully depreciated assets should be excluded
from the total basis in the class life computa
tion where item accounting is employed, but
must be included where the composite method
is used.
If the class life, as computed by the above
formula, is equal to, or longer than, the pre
scribed guideline life, the depreciation de
duction claimed by the taxpayer for the assets
in that class will not be disturbed if the tax
payer’s retirement and replacement practices
for that class are consistent with the class life
being used. The taxpayer may demonstrate
this consistency either by facts and circum
stances or by the reserve ratio test which will
he discussed later. To give taxpayers an op
portunity to adopt their retirement and re
placement practices with class lives being
used, the reserve ratio test will be considered
to be met for the first three taxable years to

which the Revenue Procedure applies. A class
life equal to, or longer than, the guideline life
will not be questioned for the first three years.
If the class life is shorter than the pre
scribed guideline life, the depreciation de
duction claimed by the taxpayer for the assets
in that class will not be disturbed under cer
tain conditions. These are as follows:
1. If the class life is equal to, or longer
than, the life used in the preceding year
but shorter than the guideline life, the
deduction will not be disturbed if the
taxpayer has used approximately the
same class life for a period of years
equal to at least one-half the class life
used in the taxable year under examina
tion and the reserve ratio test is met.
The taxpayer may also justify the class
life by facts and circumstances.
2. If the class life used by the taxpayer
is shorter than the guideline life and is
also shorter than the class life used in
the preceding taxable year, the depreci
ation deduction will not be disturbed if:
(a) the class life is justified by the
following factors:
(1) The taxpayer’s reserve ratio
for the guideline class for
the taxable year immedi
ately preceding the year of
examination was below the
appropriate reserve ratio
range.
(2) The taxpayer has used ap
proximately the same class
life as the life used in the
immediately preceding year
for at least one-half of the
class life used in the pre
ceding year.
(3) The shorter class life used
in the year being examined
is not shorter than that
which can be justified by
the adjustment table for
class lives, or
(b) the class life can be justified by
other factors.
3. Where a class life used by a taxpayer
is shorter than the guideline life and
there were no assets in that class in the
immediate preceding taxable year, the
depreciation deduction claimed by the
taxpayer will not be disturbed if the
taxpayer can justify the life on the basis
of all the facts and circumstances.
4. If the class life used by the taxpayer was
examined by the Internal Revenue Serv
ice and accepted on audit, the depreci
ation deduction claimed by the taxpayer
for the assets in that class in any later
year will not be disturbed if the tax

payers retirement and replacement
practices for that class are consistent
with the class life being used. The docu
ment does not explain what is meant by
a return “accepted on audit” so some
further clarification of this statement will
be necessary.

The taxpayer may always present appropri
ate facts and circumstances to justify the class
life being used. Some of the factors which he
may present are as follows:
1. Whether he is using the same deprecia
tion deduction in computing his ac
counting records and financial records
as he is using in computing his income
tax return. (This would be a material
factor if the stock of a corporation is
publicly held.)
2. Whether there is an abnormally in
tensive use of assets.
3. Whether there are a number of assets
in a guideline class which were not new
when acquired by the taxpayer.
4. Whether there is extraordinary ob
solescence.
5. Whether the guideline class in his par
ticular case contains a disproportionate
amount of relatively short-lived assets.
There is an objective standard explained in
the Revenue Procedure which a taxpayer may
use to justify the class lives he is using, or his
right to change to a more rapid depreciation
writeoff. This standard is called the “Reserve
Ratio Test.” It establishes whether the depreci
ation reserve for assets in a guideline class
bears a reasonable relationship to the basis of
the assets. It can be used to demonstrate that
the retirement and replacement practices
being followed by the taxpayer with respect
to a guideline class are consistent with the
class life being used.
The reserve ratio tables in Treasury Publi
cation No. 457 reflect upper and lower limits
within which a taxpayer’s reserve ratio should
fall. The taxpayer meets the test if the reserve
ratio for a guideline class does not exceed the
upper limit of the appropriate reserve ratio
range. Any taxpayer who has been retiring
and replacing assets in the guideline class
consistent with the life previously used, and
continues to do so, will not exceed the ap
propriate upper limit.
The reserve ratios set forth in the publica
tion vary according to the method of depreci
ation used by the taxpayer, the depreciable
lives used, and the rate of growth of the
taxpayer’s assets. An important feature of the
reserve ratio test is the latitude it gives the
taxpayer in determination of depreciable lives
provided that he meets certain standards. The
margin of tolerance contained in the reserve

ratio includes rates of replacement as much
as 20 percent lower than the tax life used but
only 10 percent faster. Thus, the reserve ratio
test will more quickly indicate the taxpayer’s
right to faster depreciation writeoff than the
possibility that increased lives should be used.
If a taxpayer’s retirement and replacement
practices for a guideline class have been in
consistent with the life previously used, the
reserve ratio test for that class may exceed
the upper limit of the appropriate reserve
ratio range and thus fail to meet the general
rule for applying the reserve ratio test. If this
occurs with respect to any one or more of the
first three taxable years to which this Revenue
Procedure applies, there is a transition rule
which the Internal Revenue Service will follow:
1. The reserve ratio test will be considered
to be met for the first three years.
2. The taxpayer will be given a period of
years equal to the guideline life for that
class to bring the reserve ratio within
the upper limit of the appropriate re
serve ratio range provided his reserve
ratio is moving toward the appropriate
reserve ratio limit. So long as the re
serve ratio is moving toward the limit,
the reserve ratio test will be considered
to be met.
3. The reserve ratio will be considered as
moving toward the appropriate upper
limit so long as the amount by which
the reserve ratio exceeds the upper
limit for any taxable year during the
period is lower than it was for any one
of the three preceding taxable years.
If a class life used by a taxpayer cannot be
justified, the class life will be lengthened ac
cording to tables contained in the new
Revenue Procedure. Specific rules govern the
procedure to be followed in lengthening the
lives.
Class lives will be lengthened only for a
taxable year in which the reserve ratio test is
not met and the class life cannot be justified
by all the facts and circumstances. The class
life will not be lengthened for any earlier year.

PART III
Part II of the Revenue Procedure utilizes
the Reserve ratio test in a number of instances.
Part III describes its computation. A reserve
ratio is the ratio of depreciation reserves for
the assets in any guideline class to the total
basis of the assets. The reserve ratio test is
made by comparing a taxpayer’s reserve ratio
for a guideline class with the appropriate re
serve ratio range.
To apply the reserve ratio test we must
first compute the taxpayer’s reserve ratio. It

(Continued on page 10)

Effective Supervision
By: Margaret Fenn, B.S., M.B.A.
Instructor, University of Washington,
College of Business Administration
Seattle, Washington

Because women accountants often find
themselves in the position of office managers,
the question of techniques and skills for ef
fective supervision is often raised. The ef
fectiveness of supervision may be judged by
two scales: productivity of the group, and
morale of the group. An effective supervisor
will attempt to keep her group producing at
the highest level possible, but at the same time
attempt to help the group members achieve a
high level of satisfaction in their work. Recent
research has conclusively proven that “em
ployee-centeredness” rather than “productioncenteredness” attitudes of supervisors result in
better productivity, satisfaction, and morale.1
The “employee-centered” supervisor is ori
ented toward people, as well as toward produc
tion problems. She recognizes them as indi
viduals with needs, wants, desires, and atti
tudes, as well as with skills and abilities. She
attempts to understand her people, to encour
age their individual development, to help them
with their problems, and to build teamwork. To
achieve growth and development, the super
visor must provide a climate that will encour
age such growth.

LEADERSHIP CLIMATE
One of the outstanding characteristics of the
relationship between the superior and her sub
ordinate, is that of dependence. The subor
dinate is dependent on the superior for
the satisfaction of her needs. She is depen
dent on her superior for continuing em
ployment, for promotion, pay increases, ad
ditional responsibility, prestige, and a host of
other personal and social satisfactions, as well
as the economic ones. There are certain inevita
ble consequences of this dependent relation
ship. The success or failure of this relationship
is a reflection of the supervisors skill in handl
ing the relationship. Because subordinates de
pend on superiors for both security in the work
situation, and for self-realization, they will
struggle to protect themselves against either
real or imagined threats to the satisfaction of
these needs.
Actions of the superior as well as verbal
expressions provide the cues to which sub
ordinates respond. Consistent behavior over
1Davis, Keith, Human Relations in Business, Mc
Graw-Hill Book Co., Inc., p. 183.

time will set the stage for subordinate response.
However, it must be remembered that the
supervisor does not operate in a vacuum. The
supervisor has needs and expectations, as
well as attitudes and skills that need fulfill
ment. She is part of the total work environ
ment, and will tend to reflect the impact of
that environment in her dealing with her
subordinates. Within the limits of that en
vironment, the superior must attempt to pro
vide conditions of security for her subordinates.
An atmosphere of approval on the part of
the superior provides one of the basic condi
tions for security. The subordinate must know
that her superior approves of her as an indi
vidual, that the superior’s basic underlying
attitude is one of approval. This is in no way
related to disciplinary actions, or the strictness
of them. It is simply an atmosphere that the
supervisor can create by understanding and
accepting the limits and capabilities of the
individuals she supervises. Security for sub
ordinates is possible only when they know
that they have genuine acceptance from their
supervisors. If the atmosphere is equivocable
or one of disapproval, they have no assurance
that their needs will be satisfied regardless of
what they do. In the absence of genuine atti
tude of approval, subordinates are frightened,
fearful, or insecure. Consequently, any kind
of action on the part of the superior is re
garded with suspicion. In an atmosphere of
approval, the subordinate can relax and con
sider ways that she can contribute her efforts
and talents to the organization.
A second kind of condition of security is
one of knowledge. The subordinate must know
what is expected of her. She wants basic in
formation on several levels. The subordinate
wants to know about overall company policies
and philosophies, primarily in terms of how
these will affect her. She wants to understand
the procedures, rules, and regulations of the
work group itself. And primarily, she wants to
know the requirements of her own job, her
duties, her responsibilities, and her place in
the organization.
As well as knowing about the job and the
company, the subordinate wants to know about
her boss and her fellow employees. She will
look for cues that will supply her with knowl
edge about those with whom she works, her
place in the work group, and the bosses’

Skill in the area of counselling is essential to
effective supervision. A skillful counselor is
one who is willing and able to help others
solve their own problems. A counselor must
be willing to listen to another without becom
ing emotionally involved. The good counselor
withholds judgment. She listens and attempts
to understand. She does not give specific
recommendations for action, but attempts to
help the other gain insight through question
ing, and through suggesting possible un
explored avenues of action.
The question often arises, “how far can we
accept the counselling relationship?” The
supervisor who recognizes the fact that an
employee brings more than a brain, a set of
fingers, or a particular skill to the job will be
willing to deal with the whole individual.
Attitudes, or problems unrelated to the job at
hand often influence the productivity and
morale of the worker on the job. To the extent
that this relationship exists, the supervisor
must be willing and able to serve in a counsel
ling capacity.
A third skill that an effective supervisor
possesses is the ability to exercise general
rather than close supervision of her work
force. As in the areas of communication and
counselling, the kind of supervision practiced
is a reflection of the basic attitude and ideas
of the supervisor. An acceptance of her em
ployees as intelligent, willing individuals, and
a recognition of their limits, training, and
ability will help the supervisor set realistic
SUPERVISORY SKILLS
goals for her staff. Once the basic framework
There are numerous kinds of skills that an of the job to be accomplished has been estab
effective superior must possess to provide con lished, subordinates should be encouraged to,
ditions of security for her subordinates. Skill and given the freedom to, proceed toward
in communication is essential. The supervisor these goals in the manner that has meaning for
must sense what subordinates want and need them, and yet conforms to the required ac
to know, and she must attempt to supply these tivity of the organization. An awareness of
the capabilities and limitations of subordinates,
needs.
as well as an inherent acceptance of the em
Two-way communication is necessary. The ployee as is, should define the area of
supervisor must attempt to establish the flow confidence the supervisor can exhibit. An
of communication in both directions. It is opportunity for growth and development en
only by listening to her subordinates that she courages maximum utilization of employee ca
will be provided with insights into their needs. pacities.
Skillful communications depends on the ability
The ability to train is a fourth skill re
to hear what is actually being said, as well as quired of effective supervisors. Teachers must
what is left unsaid because the communicant recognize and utilize the conditions necessary
is unwilling, or unable to express her ideas. An to learning. An effective supervisor gives the
understanding and acceptance of employees learner reasons to accept what the “teacher”
as they are is the first step toward establishing has to offer. She insures that the learner is
communication channels. An awareness of the aware of what has to be learned, and that
meaning of the communication for the recipient
she perceives the knowledge to be of pos
is vital if information is to be transmitted
effectively. Whether the nature of the com sible use to her. The thing to be learned must
munication is one of information transmittal, be understandable to the learner, and should
teaching, or inquiry, it will be effective only not be contradictory. Finally the acquired
to the degree that it is received and under knowledge must prove useful and rewarding
in its application.
stood.
opinions and attitudes. She is particularly in
terested in her superior’s opinions of her per
formance. She wants to know where she
stands, how she is doing, and where she is
going.
The third factor necessary to provide a
condition of security for subordinates is that
of consistent discipline. Consistent discipline
takes two forms: positive support for right
actions, and criticism and punishment for
wrong ones. Subordinates have a right to
expect strong and willing support from
superiors for those actions which are in accord
with what is expected of them. In addition to
a clear understanding of what is expected, the
subordinate wants definite assurance that she
will have the superior’s unqualified support
as long as her actions are consistent with the
policies, and are within the limits of her re
sponsibility.
Not only does the subordinate want to be
backed up in the right things, but she also
wants to know what will happen if she fails to
live up to her responsibilities, or to observe the
rules which have been established. It is as im
portant to consistently admonish, correct, or
administer punishment for infractions as it is
to administer encouragement for right actions.
Discipline, to be effective, must be distributed
fairly and must be administered promptly.
Punishment must be imposed equitably for
each infraction, and to all violators.

A final kind of skill which distinguishes an
effective supervisor is an ability to elicit par
ticipation of the work group. Participation is
a useful means by which the supervisor en
courages the subordinates to become involved
in the work problems themselves. Freedom
to participate in the solution of problems that
have meaning for the group intensifies an
awareness of the group. Basic understanding
of one another’s abilities helps group members
to establish workable relationships within the
group.

Status of Women

Effective supervision must be thought of
as a resultant of the situation, the work en
vironment, the supervisor’s own attitudes and
abilities and the group itself. The environment
within which the supervisor and her group
operates sets the basic framework for the
action of them. Since the supervisor herself
has expectations and needs that must be ful
filled she will be conditioned in her relationship
with her group by the kind of atmosphere
within which she works. The productivity of
her group will tend to be used as a measure
of her success as a supervisor.
However, the supervisor must recognize
that productivity alone is not enough to be
considered successful. She must attempt to
provide an atmosphere in which her subordi
nates may develop and grow and reach their
maximum potential. Assuming that she knows
the strengths and weaknesses of her group
members, she must accept them as they are
and attempt to encourage them to achieve self
growth and realization. This is possible by
attempting to provide security1 on the job
within which the group members will grow.
Security may be provided for the worker
through establishment of an attitude of genuine
approval on the part of the supervisor, through
knowledge of those phases of the work and
environment that have meaning for the indi
vidual, and through consistent actions on the
part of the supervisor.
To achieve these conditions of security, the
supervisor must develop skill in communica
tion, counselling, and training, and must
portray confidence in her subordinates by
encouraging them to participate in those ac
tivities of the work that affect them, and by
exercising general rather than close super
vision. Mutual respect and confidence appear
to be the keystones of effective supervision.

The fact that the United States is lagging
behind other Western nations in providing
equal pay for women is a matter for great
concern. The treaty establishing the European
Community which was signed in Rome in
1957 binds Belgium, France, the Federal Re
public of Germany, Italy, Luxemburg and the
Netherlands “to ensure and subsequently to
maintain the application of the principle of
equal remuneration as between men and
women workers.” The United States must
adopt a similar policy if we are to join the
progressive march of nations toward equality
for women.
Although the demand for women workers is
increasing, the notion that women are inferior
workers still lingers to hamper the effective
functioning of our economy. What is a notion?
An inclination, a whim. Good public relations
can change whims and inclinations. So, how
about a good public relations program for
women in the accounting fields? Whether it
is packaged in gray flannel or in petticoats,
the employer can be educated to buy the job
a worker performs, be the worker man or
woman.
Knowing that the chipping away at preju
dice is not a one-man job, the President
established the Commission on the Status of
Women on December 14, 1961, to assure to
women a full partnership in the affairs of the
Nation. The Commission can neither make
laws nor enforce them, but the effects of its
activities and its recommendations already are
evidenced.
Women accountants are invited to cooperate
with the President’s commission, because it
is through the Commission that their voice
will be heard; that their reasons in favor of
equality will be properly presented. The more
cases of real inequities in the accounting field
presented for discussion, the sooner we can re
port progress.
Upon receiving the Commission’s first re
port, President Kennedy responded in the fol
lowing manner: “You can be especially pleased
with the advances you have brought about by
opening increased opportunities for women
in the Federal Service and in the higher ranks
of our Armed Forces.”
The Commission’s chairman, the late Mrs.
Eleanor Roosevelt has stated that the most
important contribution the Commission on the
Status of Women can make is to get the facts
to the people.

1The author is indebted to Douglas McGregor
for the ideas of security and approval as a condi
tion of effective leadership.

The foregoing is a summary of remarks presented
by Mrs. Esther Peterson, Assistant Secretary of
Labor, at the joint annual meeting in New York
last September.

CONCLUSION
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is computed by dividing total depreciation
reserves of all assets in a class by a total basis
of the assets in the class. Fully depreciated
assets are included in this computation. How
ever, if any portion of the basis of any asset
in a guideline class is subject to amortization
under Sections 168 or 169 of the Internal
Revenue Code, 1954, or is recovered through
the additional first year depreciation allow
ance provided by Section 179 of the 1954
Code, that portion shall be excluded from the
total basis of the assets and the amortization
or depreciation deducted under these special
sections shall be excluded from the deprecia
tion reserve.
The second step in applying the reserve
ratio test is to select the reserve ratio range
from the printed tables. To do this it is
necessary to know:
1. The method of depreciation used for the
assets in the guideline class.
2.
The test life.
3.
The rate of growth.
Special rules for determining each of these
items are outlined in Publication No. 456.
Because of their complexity they will not be
discussed here. When the appropriate reserve
ratio range has been determined, it is compared
with the taxpayer’s reserve ratio. Where the
rules indicate that a shorter class life used by
a taxpayer may be justified, the appropriate
class life is determined from the special ad
justment table. A class life may also be
lengthened. The table is also used to determine
how the class life should be lengthened.
In summary we should note that this
Revenue Procedure requires good faith by
both the Internal Revenue Service and the
taxpayer if it is to be effective. This is an
administrative procedure which can be
amended, changed or withdrawn, in whole or
in part, whenever it does not fit a particular
set of circumstances or where it is being used
as a tax abuse device.
As Internal Revenue Service Commissioner
Caplin pointed out when discussing the pro
cedure, depreciation reform is not something
that can be accomplished once and for all
time. The Revenue Procedure reflects ad
ministrative policy dedicated to a continuing
review and updating of depreciation standards
and procedures to keep abreast of changing
conditions and circumstances in our economy.
The Revenue Procedure is not a panacea
for all depreciation problems but it should
resolve many problems for both the taxpayers
and the Government.

Opportunities for
Women
In a memorandum to agency heads last
July, President Kennedy set forth a new policy
governing employment of women in the Fed
eral Service. As a result, hereafter, appoint
ments and promotions must be made without
regard to sex, except in certain hazardous lawenforcement occupations. This should open
up greater employment opportunities for
women throughout Government.
The new policy seems especially appropriate
in the Revenue Service. After all, women have
been paying a good share of our nation’s tax
bill. It’s only right they should have an equal
chance to participate in the collection of
revenue.
From time to time I propose to include in
this letter brief write-ups about women em
ployees enjoying professional careers with the
Service, and I’ll also be reporting on the status
of the program, generally. I’d like to start out
this issue with a “profile” on Lois C. Mottonen,
Group Supervisor in Office Audit, in our
Cheyenne District Office.
Born in Rock Springs, Wyoming, Lois gradu
ated with honors from the local high school
and won a scholarship to the University of
Wyoming. There she carried off department
honors in her major, accounting.
Faced with a job decision, Lois picked
Internal Revenue because she felt she could
move ahead faster under the Government’s
merit system than anywhere else. Events
proved her right.
She started as office auditor in Cheyenne,
was promoted in a year’s time, and then be
came a Revenue Agent—the first woman ever
to hold this assignment in Wyoming. Subse
quent advancement brought her to her present
position.
Miss Mottonen was nominated for the Fed
eral Woman’s Award for Outstanding Achieve
ment by Women in Federal Career Service
and was also commended by us for a booklet
she authored on an Advanced Income Tax
Course for Office Auditors.
The foregoing is an excerpt from Commissioner
Mortimer M. Caplins letter to his associates
in the Internal Revenue Service, dated October
17, 1962.

Publication Milestone

A. S. W. A. Member Wins
Sells Silver Award

With the October issue, The Woman C.P.A.
completed twenty-five years of publication. In
charting the future, it is desirable to evaluate
our progress. In response to a request, Mary
Gildea, the first editor, recently wrote:
“The Woman C.P.A. has grown far beyond
anything I had in mind back in 1937. The
basic idea at that time was to transmit news
of women CPAs, particularly our own mem
bers. It first appeared as a mimeographed leaf
let, but before too long it became a profes
sionally printed four-page publication.
“I always thought it was an interesting
coincidence that the publication was authorized
at the same annual meeting which empowered
Ida Broo to explore the possibility of organiz
ing an affiliated society for noncertified women
accountants, which became the American Soci
ety of Woman Accountants.
“Ruth Waschau was my co-editor, and we
were succeeded by Anna Grace Francis, who
was followed by Phoebe Comer. Julia Norse,
next in line, was responsible for enlarging
and regulating the format. Her successor,
Ethleen Lassiter made substantial editorial
changes.
“Each succeeding editor has injected some
of her own personality and hard work into
the magazine. They are Phyllis O’Hara, Jennie
M. Palen, Helen McGillicuddy, Alice Aubert,
Margaret Tuma, and the present editor,
Marguerite Reimers.
“Over the years The Woman C.P.A. has
evolved from a newsletter into a technical
publication which reflects the progress of the
two sponsoring organizations. The contents
are written largely by women who, through
this medium, share their ideas, experience and
research with others.”

Although words exist for the most part for
the transmission of ideas, there are some which
produce such violent disturbance in our feel
ings that the role they play in the transmis
sion of ideas is lost in the background.

—Albert Einstein

The second highest grades in the May, 1962,
National Uniform Examinations for Certified
Public Accountants were scored by Miss Dar
lene Bohlen, member of the Seattle Chapter
A.S.W.A. In New York last September, at
the annual meeting of the American Institute
of C.P.A.’s, she received the Elija Watt Sells
silver medal for her achievement. Miss Bohlen
completed her work at the University of Wash
ington last August with a 3.9 grade average
and a 4.0 average in accounting. Presently
she is employed by a national C.P.A. firm in
Seattle.
The successful people are the ones who
can think up stuff for the rest of the world
to keep busy at.
—Don Marquis

The Tax Forum
Rosemary Hoban, C.P.A.

REVENUE ACT OF 1962:
Many individuals may have a rather rude
awakening when they discover the extent to
which the recently enacted Revenue Act of
1962 affects their income returns. In addition
to the many provisions dealing with income
from foreign sources, mutual savings institu
tions, mutual insurance companies, and lobby
ing expenses, which provisions may not affect
very many taxpayers, there are several that
may affect a good many of us, our clients,
our employers, or our customers. While
several of the provisions are not effective
until years beginning after December 31, 1962,
some are effective for years ending after
December 31, 1961, and it behooves us to
be prepared and, in some instances, prepare
procedures for reporting requirements, etc.
Some of the highlights of the Revenue Act
of 1962 are mentioned below.
The reporting of interest, dividends, and
patronage refunds by payors will be required
in all cases where the aggregate of such pay
ments exceeds $10.00 or more per person.
The returns must show the name and address
of the payee and the amount paid. An annual
statement must be furnished to each payee
showing the name and address of the payor
and the amount paid. There are severe
penalties for noncompliance.
A credit against the tax is allowed equal
to 7 per cent of the basis of specified kinds
of depreciable property acquired after De
cember 31, 1961. In the case of assets having
depreciable lives of less than eight years, the
credit will be reduced proportionately. This
credit is available against taxes for years
ending during and after 1962 and one form
(Form 3468 for individuals, trusts, etc.) for
computing the credit has already been issued.
Somewhat as a corollary to the investment
credit and the new depreciation guidelines is
the change in the tax on disposition of cer
tain types of depreciable property. While in
the past the net gain from the sale of such
assets has generally been taxed as long-term
capital gain, such gain on the sale of certain
business assets (excluding real property and
livestock) will be taxed as ordinary income to
the extent of depreciation allowed or allow
able since December 31, 1961. There are
several special rules as well as specific excep
tions to these provisions and I would recom
mend anyone faced with a situation involving
the sale of this type of property to check the
rules carefully.

The sections of the Revenue Code of 1962
which may affect more individuals than any
other are those pertaining to deduction of
entertainment expenses, travel expense, and
gifts. For taxable years ending after December
31, 1962, but only for periods after that date,
Code Section 274 may operate to disallow
deduction of entertainment expenses unless
specific requirements are met. In the future,
it will be the general rule that a deduction
for entertainment expenses will be allowed
only to the extent that it can be shown that
it is “directly related” to the active conduct
of the taxpayer’s trade or business or that the
expense directly preceded or was followed by
a bona fide business discussion.
Generally, any entertainment which is part
of substantial and bona fide business discus
sions, where the conduct of business is the
principal activity during the time spent to
gether by the taxpayer and the persons en
tertained will be deductible. Such instances
might include the entertainment of a group
of business associates and their wives after
conducting substantial negotiations with the
group, or, in the event of a convention, should
a taxpayer entertain associates or prospective
customers and their wives between or after
the business meetings of such a convention.
The deduction of expense of any entertain
ment facility will be disallowed unless the
facility was used primarily (over 50 %) for
the furtherance of the taxpayer’s business and
directly related to the active conduct of such
trade or business. Such entertainment facility
could include such property as a yacht, hunt
ing lodge, and/or fishing camp. Club dues
or fees paid to any social, athletic, or sporting
club or organization are treated as entertain
ment facility expenses.
Under certain conditions travel expenses
may be disallowed, based on the proportion
ate amount of time spent on business and
personal affairs. The deduction for business
gifts, with certain exceptions, has been limited
to $25.00 to any one individual.
It will also be required under Section 274
that such expense be substantiated by ade
quate records or corroborating evidence. Such
evidence should cover the following items:
(a) the amount of the expense; (b) the time
and place of entertainment or travel, or the
date and description of the gift; (c) the busi
ness purpose; (d) the business relationship to
the taxpayer of persons entertained or re(Continued on page 15)

Tips for Busy Readers
S. Madonna Kabbes, C.P.A.

BUSINESS INCOME IN ACCOUNTING
AND ECONOMICS, by Emily Chen Chang.
The Accounting Review, October, 1962.
Vol. XXXVII-No. 4—p. 636-44.

serve, and think through a problem will he
develop the requisite abilities to further his
career.
The trend in management functions is to
ward more centralized planning and an organi
The concept of business income from the zational structure which provides for lowerviewpoint of the accountant is contrasted with level decisions, and indeed many of those
such income as viewed by the economist. The formerly made by middle management, to be
money concept of the accountant is concerned reduced to routine procedures. Improved pro
with the residual amount which results from gramming techniques make this possible;
matching the revenue realized against the costs quantitative data may be set up as a mathe
consumed. The accounting concept thus em matical model and the problem solved sys
phasizes “objectivity” and “accuracy.”
tematically, rather than relying on guesswork.
The economist thinks of business income Such changes mean the top-level, far-reaching
as accruing as soon as there is an increase in decisions which are made by management will
net worth; he thinks in real terms, as disclosed demand a type of training far broader and
by balance sheet valuations. When the econo more comprehensive than that being offered
mist defines business income as—“the maximum in many areas today.
amount which the firm can distribute as divi
In considering the university programs for
dends and still be as well off at the end of the education of the future management ac
the period as at the beginning,” he is em countant, the author discusses the level of
phasizing the “subjective” and “tentative” as competence to be attained in such a program,
pects of such income.
the method of recruitment and selection of
Examples are given to show the effect of students, and the scope and emphasis of the
these viewpoints on the computation of busi university curriculum.
ness income under conditions of certainty,
Feeling that vocational training cannot be
under conditions of uncertainty, and under accomplished as well in the university as on the
conditions of inflation.
job, the author would have at least the first
The author includes the following comments two years of the university program devoted
in her final conclusions—
to a study of “those things which every
“ (1) Because of changes in business pros citizen ought to know.” Included in this group
pects, we have the problem of ac ing would be the physical and biological, as
cretion versus realization as the well as the social sciences, mathematics, Eng
criterion for income recognition.
lish, philosophy, language and literature.
(2) Because of changes in expectations,
General education for business he suggests
we have the problem of inclusion be divided into two levels: analytical methods
versus exclusion of unexpected gain. in business, and business institutions and func
(3) Because of changes in price level, we tions. Basic accounting, statistics, economics,
have the problem of real income mathematics applicable to business problems,
versus money income.”
linear programming and decision theory would
Since we live in a world of constant change, be included under the first grouping; the tradi
the author feels these basic differences will tional business functions of marketing, produc
not be resolved, and as a result accounting in tion, finance and personnel would be covered
come and economic income will not be in in the study of business institutions and func
tions. Such a program to be effective must
agreement.
have the materials skillfully integrated; this
EDUCATION FOR THE MANAGEMENT must be carefully planned or the “entire edu
ACCOUNTANT, by W. J. Vatter. N.A.A. cational program becomes a maze of unrelated,
Bulletin, October, 1962-(Section 1). Vol. pigeon-holed ideas.”
XLIV-#2—P. 19-28.
As to specific courses in the field of con
The author criticizes present-day education centration, if it is recognized that much of
and compares it to a “sponge-soaking” process the education of the management accountant
in which the student is expected to absorb will take place on the job, then there is no
material presented through textbook and lec need to try and include a great deal of
ture. He feels education must take place “in specialized training in the formal program.
The author concludes with this statement—
side” the student, and only as he is placed in
situations where he is forced to analyze, ob “Education is, indeed, everybody’s business.

We should all do whatever we can to make it
what it should be. Therein lies the future of
accounting, of business management, and of
society.”

SEVEN DEADLY DANGERS IN EDP, by L.
R. Fiock, Jr. Harvard Business Review, Vol.
40, No. 3. May-June, 1962. P. 88-96.
Recognizing the great perils as well as the
potentials that exist in anything as new and
complex as electronic data processing, this ar
ticle sets forth some of the dangers manage
ment should be aware of in setting up and
evaluating an EDP system.
Unless a well planned program of manage
ment improvement has been worked out in
advance, there is danger that the equipment
procured will be of the wrong kind; as a
result the limited application and the low
utilization will make the costs excessive. Failure
to recognize the shortcomings existing under
present operating policies before embarking on
an EDP installation can prove to be a costly
error.
Shall the “service” basis or the “control net
work” approach be followed? Under the former
plan managers use the computer as they see
fit in their own functional areas; under the
latter, a single operations control system is
worked out to service the needs of all depart
ments.
Largely because they fear loss of control in
their own area, the installation of EDP is often
resented by the middle management group.
The mere fact that computer programing re
quires precise written instructions on matters
of policy and procedure which they are accus
tomed to handling verbally, adds to their
distrust.
Since expansion in the field of computer in
stallations has been so rapid, securing ade
quately trained staff members becomes a real
problem. Members of the business-methods
staff must have “operating experience, knowl
edge of conceptual organization objectives and
relative freedom of thought.”
Splitting the methods and programing staff
into two groups may do much to alleviate the
danger of poor staff location. With this ar
rangement any deficiency in either program
ing or methods should come to the attention of
top management early enough to allow for
correction.
To evaluate the results obtained by com
puter installations by considering cost-savings
alone is a poor basis. A more effective and far
reaching goal is to strive for improvement in
effective coordination among all functions.
Good indicators in measuring success include
“reduced inventories, reduced shortages, per
sonnel reductions, increased flexibility in han
dling orders, and product changes.”

Continual analysis is necessary. Members of
both the operating and control staffs must
work together very closely if the above dan
gers are to be avoided, and EDP installations
are to prove successful.

THE COST OF CHANGE, by Louis W. Matu
siak. The Illinois CPA, 1962 Autumn Issue,
Vol. XXV, No. 1-p. 1-6.
Greater participation in a program of con
tinuing professional development is mandatory
if the CPA is to be ready to meet his responsi
bilities and fulfill his function in the economic
life of society. Technical proficiency is no
longer adequate; if the profession is to be
recognized as a learned one, then its members
must combine the technical with the interpre
tative phase, and be prepared to function in
the various interrelationships which exist in
the entire social structure.
The author, who is the director of the di
vision of professional development of the
American Institute of CPAs, finds it discon
certing that only 3.74 per cent of the estimated
number of CPAs in the United States partici
pated in the professional development courses
offered through the Institute during 1961.
The attitude of individual members, both
those entering the profession and those of
considerable experience, must change if the
long-range and the immediate goals of this
program are to be achieved. The 1961 report
of the Board of Managers included this com
ment—“We CPAs ourselves are the problem
area. Too many CPAs seem to think that pro
fessional development is wonderful and most
necessary—for our fellow CPAs but not for our
selves.”
The amount spent on professional develop
ment should be classified as a cost, not an
expense, and budgets should include such
allocations of time and dollars if members are
to keep pace with changing times. Mr. Carey,
the Executive Director of AICPA compares
such “reinvestment” for growth to that which
is made by most American corporations who
reinvest a part of their current earnings in
future expansion. He cites knowledge, skills
and reputation as among the more important
capital assets of professional firms, and main
tains a part of current income must also be
reinvested in staff training and broadened
knowledge, if such assets are to expand and
contribute to future income.
Studies show the larger public accounting
firms have recognized this problem and are
currently spending 8 to 11½ per cent of their
gross earnings on professional development.
Similar action must be followed by all members
if the correct image of the CPA is to be pre
sented and accepted by the entire economic
community.

Comments and Idea Exchange
Marion E. Davis

OWNERSHIP-GOING OUT OF FASHION?

Today, the emphasis is toward hiring or
renting products and services. Free and clear
ownership of a product seems to be a vanish
ing symbol of America.
Manufacturers stand in line to lease ma
chinery. It is rather commonplace to rent cars
or trucks. As individuals, we run to the hard
ware store to lease floor sanders, power
mowers, electric saws, grass rollers, etc. If
you stop and think about it, you are leasing
your telephone.
What has brought on this trend, and is it
good or bad?
Production in this country keeps steadily
climbing higher, requiring constant absorp
tion in the consumer market to keep money
flowing. If not absorbed, inventories build up.
Leasing has become an obvious way of help
ing to avoid this kind of economic situation.
Then, too, many manufacturers feel, in the
absence of greater allowance for accelerated
depreciation in our tax laws, that they must
turn to leasing as a substitute to avoid ma
chine obsolescence.
Advantages: Leasing conserves working
capital. No problems with disposal of old
machines. There are tax advantages. Main
tenance is eased. Operations can be made
more flexible.
Disadvantages: Cost—leasing is not a low
cost method of financing. An increase in fixed
obligations. Failure to build equity. Tax dis
advantages.
In any event, leasing has become big busi
ness. Nationally, leasing of machinery alone
has topped the $1 billion per year mark.
People close to it expect this to increase ten
fold in the next four or five years.

QUOTE FROM GEORGE O. MAY

In the long run, the willingness of an ac
countant to do what he conceives to be his
duty to the unknown investor, even if by
so doing he alienates a client and suffers a
present loss of business, brings a rich reward
both in self-respect and in a professional repu
tation which, in turn, brings a pecuniary
benefit.
* * *
*
The man who graduates today and stops
learning tomorrow is uneducated the day
after.
—Newton D. Baker

CHECKS SORTED AUTOMATICALLY
Automatic processing of checks is spreading
rapidly among the nation’s commercial banks,
the Federal Reserve System reports.
The American Bankers Association has de
veloped a uniform system under which charac
ters are printed on the bottoms of checks that
can be “read” by electronic devices. The ma
chines post the checks automatically to cus
tomers’ accounts.
The Federal Reserve says that its current
semi-annual survey shows that 68.3% of
checks cleared through the 12 System banks
carry the magnetic ink identification symbols,
up from 54.6% six months ago and 36.1%
a year age. The Reserve handles nearly 13
million checks a day.
-Wall Street Journal
POINTS TO PONDER FROM
PREVIOUS ISSUES
The stock brokerage business is a fast mov
ing business, dealing with two highly ne
gotiable instruments—money and securities.
The temptation toward defalcation is greater
than in most businesses.
_
-October, 1962
It is agreed that accounting has a double
function. In the first place, it must make pos
sible the determination of net profit by match
ing revenues and expenditures. In the second
place, it must measure the growth of the net
worth or the losses suffered during any par
ticular period and show the net profits avail
able for distribution, thus furnishing a basis
for judging the profitability of the business.
—August, 1962
(Continued from page 12)
ceiving the gifts. A diary plus receipted bills
will probably suffice as evidence.
The Commissioner has indicated that the
Service is endeavoring to issue promptly
Regulations covering Section 274. It will be
necessary to study such Regulations before
the full impact of Section 274 is known but
taxpayers would do well to get in the habit
of accumulating sufficient evidence to sub
stantiate their deductions.
The above has only covered the bare bones
of a small portion of the Revenue Act of 1962.
Perhaps by the time this publication reaches
you sufficient rules, regulations, and comments
will have been issued to answer some of your
questions and solve a few of your problems
raised by the Act. But we may have more on
the same subject in the next issue.

How To
Prepare For The CPA Examination
intensive CPA

Coaching Course which has produced out
standing results. It is available only to

home-study method of tutoring is ideally
suited to CPA examination preparation.
Maximum use can be made of every avail
able hour.

competent accountants qualified through
training and experience to prepare for the
CPA examination. No attempt is made to

teach general accounting; the entire course
is pointed directly at the CPA examination.

HE need for special coaching has
been well established by innumerable
experienced accountants who have floun
dered in the examination room. They
knew how to make audits but they didn’t
know
(1) how to analyze problems for the pur
pose of deciding quickly the exact require
ments.
(2) how to solve problems quickly,
(3) how to construct definitions accept
able to the examiners, or
(4) how to decide quickly on proper ter
minology.

T

The IAS-CPA Coaching Course has
been designed for busy accountants. The

The text material consists of 20 sub
stantial loose-leaf assignments totaling
more than 800 pages. It includes hundreds
of CPA examination problems and ques
tions, with solutions supplemented by
elaborate explanations and comments,
working sheets, side calculations, and dis
cussions of authoritative opinions.
Written examinations at the end of each
assignment require solutions to problems
of CPA examination calibre. These are
sent to the school where the grading,
including personal comments and sug
gestions, is done by members of the IAS
Faculty, all of whom are CPAs. Supple
mentary review material is furnished to
those who want to “brush up” on specific
accounting subjects, at no additional cost.
The IAS booklet, “How to Prepare for
the CPA Examination” is available free
upon request. Address your card or letter
to the Secretary, IAS . . .
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